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THE FEDERAL WORKFORCE: LEGISLATIVE
PROPOSALS FOR CHANGE

MONDAY, MARCH 18, 2002

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL SECURITY,
PROLIFERATION, AND FEDERAL SERVICES,
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 9:36 p.m., in room
SD-342, Dirksen Senate Office Building, Hon. Daniel K. Akaka,
Chairman of the Subcommittee, presiding.

Present: Senators Akaka and Voinovich.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. The Subcommittee hearing will come to order.
This morning, we begin 2 days of hearings on the Federal work-
force and several legislative proposals offered by Senator George
Voinovich and Senator Fred Thompson.

We have with us a distinguished group of witnesses both today
and tomorrow who will share their insights on how to best meet
the challenges of recruiting and retaining the people that agencies
need to carry out their missions. I thank you all for being with us
today and I wish to extend a special hello to John Priolo, Director
of the Hawaii Chapter of the Federal Managers Association, who
will testify on behalf of his association’s President, Michael Stiles.

Unfortunately, Senator Cochran and Senator Thompson are un-
able to be with us today. However, I am delighted to be joined by
my colleague, and I would say buddy and good friend, the Senator
from Ohio, who has championed the importance of a strong Federal
workforce. I appreciate his support today, just as I was pleased to
support him during the many hearings he held on these issues.

I will not recount statistics or talk about my concern over the
loss of critical institutional knowledge, and I leave the discussion
of the bills to our panelists. I will, however, talk about the men and
women who make up our government’s workforce. I am pleased
that in the wake of the terrorist attacks last fall, anti-government
rhetoric has abated and a higher percentage of young Americans
say they would consider Federal service as a job option.

We saw that for every essential service these attacks disrupted,
the government responded quickly and effectively. Our Nation’s re-
covery is being aided through the talents and professionalism of
our Federal workforce, who are selflessly supporting the efforts of
armed forces abroad. After September 11, more than 2,100 Federal
employees were deployed in disaster response teams, and to this
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day, thousands of Federal employees are responding to the war on
terrorism as a part of their normal duties.

The Federal workforce is this Nation’s backbone and I think it
is time to drop the pejorative use of the word “bureaucrat.” Our
hearing continues the dialogue on what needs to be done to make
government service more attractive to young people and to inspire
a}r:d compensate those who have chosen government as their job
choice.

Just last week, this Subcommittee heard from agency and expert
witnesses that the lack of employees with language, science, and
technical skills threaten our national security. That hearing fo-
cused on S. 1800, a bill I introduced with Senators Durbin and
Thompson and cosponsored by Senators Cochran, Collins, and
Voinovich. As we examine the Thompson and Voinovich legislative
proposals, I want to make sure that the bills will not cause harm
to either employees or their agencies.

Federal agencies have been operating under flattened budgets for
years and the administration’s fiscal year 2003 budget proposal,
after removing funding for homeland security and defense pur-
poses, would see this discretionary spending decline by 1 percent.
This leaves no room to fund recruitment, retention, and training
programs. Moreover, the lack of parity between the pay of civilian
workers and military service members sends the wrong message to
prospective and current Federal employees.

I support good management and I want to make sure that we
have the right people and the right skills to operate the govern-
ment in an effective, efficient, and economic manner. But I do not
see how we can expect young people to consider government em-
ployment if we are unable to provide them with comparable pay,
benefits, and opportunities for training.

How do we advertise the government as an employer of choice if
agencies lack funding for incentives, including money to implement
fully the student loan repayment program? How do we balance re-
cruitment and retention goals with this administration’s goals for
competitive sourcing? These are among the questions I hope we
will answer today. There must be a commitment from the highest
levels of government and a willingness to allocate the resources
necessary to achieve a strong and vibrant workforce.

Again, I wish to thank our witnesses for being with us today.
You deserve our gratitude for your commitment to our Federal
service system, and together, we face this new kind of national
emergency in our country.

Now, I would like to yield to Senator Voinovich for any statement
he may have.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Thank you, Mr. Chairman. I want to extend
my deep appreciation to you for holding this hearing on The Fed-
eral Workforce: Legislative Proposals for Change. I would also like
to welcome our witnesses and I want to thank you for being here
today.

Mr. Chairman, I would like to congratulate you on the hearing
that we held last week on S. 1800, the homeland security workforce
bill you introduced with Senators Durbin and Thompson this past
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December. I am very happy to be a cosponsor of that legislation.
I think the witnesses offered some excellent testimony on the na-
tional security aspect of the human capital crisis, demonstrating
again the real urgency of this issue.

As you know, Mr. Chairman, reforming the Federal Govern-
ment’s strategic human capital management has been my highest
priority as a Member of this Subcommittee and I know you share
my concern over this human capital crisis. You have been an im-
portant leader on this issue and I want to thank you personally for
attending all of the hearings I held on human capital during the
time that I was Chairman of the Oversight of Government Manage-
ment Subcommittee. It is encouraging to me that we have forged
a productive bipartisan partnership on this issue, which is so im-
portant to our Nation.

Because of your participation in those hearings, we were able to
produce a report called “Report to the President: The Crisis in
Human Capital,” summarizing the hearings that we had and mak-
ing recommendations for action, and that was the report that we
were able to give the incoming new administration, a benchmark
on our progress at that time.

In addition to the Subcommittee’s activities, other government of-
fices and agencies are addressing the human capital crisis, which
is very encouraging, and several have joined us today. In January
2001, Comptroller General David Walker designated strategic
human capital management as a governmentwide high-risk area,
and he has also been elevating the profile of and developing solu-
tions to this problem as a top priority. To quote Mr. Walker’s ad-
monition, and David, this is going to be famous, “Too often, we
have treated Federal employees as costs to be cut, rather than as-
sets to be valued.” I think that is really it in a nutshell. That is
what our past has been and we need to change that.

Last August, the Bush Administration prioritized strategic man-
agement of human capital as its No. 1 governmentwide manage-
ment initiative. OPM Director Kay James has done an excellent job
moving her agency and the Federal Government in the right direc-
tion when it comes to Federal personnel issues. Kay, I really appre-
ciate how conscientious you have been in picking the ball up and
carrying it, and we are pleased that you are here today.

Mr. Chairman, I have also been working closely with other Fed-
eral organizations, particularly our employee unions, organizations
that are important to our efforts to address the Federal Govern-
ment’s human capital challenges. Bobby and Colleen, I am grateful
for the partnership that we have forged during my time here in the
U.S. Senate.

I would like to take this opportunity to state publicly that my
legislation is just a down payment on reform. I would like to en-
courage you, Mr. Chairman—and you have already spoken about
this—to hold hearings later this year on issues such as pay com-
parability and compensation, health care benefits, and the perform-
ance of Federal agencies.

Just last week, Steve Barr's “Federal Diary” column in The
Washington Post offered another example of how far Federal pay
lags behind comparable positions in the private sector—and often
among agencies—citing that there was a 40 percent gap between
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the SEC and other banking agencies. A comprehensive examination
of these important but long-overlooked aspects of the human cap-
ital crisis and a strategic plan for action are urgently needed as
next steps in the process of reforming the Federal Government’s
personnel systems. I know, Kay, you have put together a draft to
try to respond to that problem, and it is going to cost more money.
Let us face it. We are just going to have to be realistic and face
up to it.

I would also like to acknowledge Carol Bonosaro of the Senior
Executives Association. Carol has provided a number of excellent
recommendations for strengthening our legislation, as has John
Priolo of the Federal Managers Association.

A great deal of action has been taken to address the human cap-
ital crisis over the last several years, and we are building momen-
tum daily for the passage of reform legislation in Congress. The
continued involvement of these people and organizations and many
other stakeholders is critical to our success in solving these prob-
lems. I would particularly like to thank Pat McGinnis for her lead-
ership on the human capital crisis as President for the Council for
Excellence in Government. Pat has just done a wonderful job.

Many people and organizations have had an impact on the provi-
sions in our bill. As you know, my original proposal, S. 1603, was
improved several times before I introduced it in October. Since
then, we have continued to solicit the advice of many stakeholders,
including a number of them that are here in this room. Currently,
I am working on a draft manager’s amendment that combines part
of S. 1603 with S. 1639, the administration’s human capital pro-
posal, which I introduced last November. I believe this com-
promise—representing the efforts of the Bush Administration, our
colleagues on this Subcommittee, and many others that are here—
is really something that we can be proud of.

It is my sincere hope that we can advance legislation through the
Governmental Affairs Committee that will incorporate the best ele-
ments of my proposal and the broad array of others that have been
introduced in the 107th Congress, such as S. 1800. I am extremely
optimistic that we can enact legislation this year that will really
make a difference to the Federal workforce.

All the bills that I have discussed, as well as several others, in-
cluding important flexibilities and innovative programs designed to
make the Federal Government a more attractive employer for ap-
plicants. In the interest of time, Mr. Chairman, as you did, I am
not going to get into the specifics of this legislation, but I would
mention that a lot of work has gone into it. If you want to make
change, you have to first underscore urgency for change and then
you have to have a vision, and I think that we do have a vision.
Now we have got to make sure that people understand that there
is an urgency to achieve the change we envision.

Senator Akaka, last week you mentioned the words of former
Secretary of Defense James Schlesinger, who testified before our
Subcommittee last March when he said, “Fixing the personnel
problem is a precondition of fixing virtually everything else that
needs repair in the institutional edifice of the U.S. security policy.”
He was a member of the U.S. Commission National Security in the
21st Century.
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Then last week again, Lee Hamilton, another member of that
Commission, reiterated this point before this Subcommittee when
he said, “although there has been renewed public interest in na-
tional security work since September 11, the U.S. Government
faces a serious problem in attracting and retaining talented people
for key jobs in national security departments and agencies.” That
conclusion was backed up by a poll that the Partnership for Public
Service conducted. People are more interested in government today
as a result of September 11, but the issue is, are we going to be
able to take advantage of that renewed interest to recruit them?

Each day, it seems we learn of a new example that verifies this
testimony and demonstrates anew the enormous impact of the
human capital crisis on our national security and our economic
prosperity. At the Immigration and Naturalization Service, there
are only 2,000 agents to enforce immigration within U.S. borders.
This has resulted in an enormous workload that requires the INS
to focus on their most serious cases, such as deportation of immi-
grant felons. This leaves little time to round up student no-shows,
including at least two of the September 11 hijackers.

In no way, Mr. Chairman, do I condone the fact that the INS
failed to properly screen the applications of these evil-doers. How-
ever, the human capital problem INS faces must be addressed in
a priority fashion if we are to prevent similar instances from occur-
ring again.

As I mentioned earlier, at the Securities and Exchange Commis-
sion, staffing levels have failed to keep pace with the agency’s
growing workload and salaries are not aligned with other Federal
agencies due to a lack of resources.

At the Central Intelligence Agency, Director Tenet in recent tes-
timony before Congress said that, within 3 years, between 30 and
40 percent of his workforce will have been there for less than 5
years, and he proposed overhauling the compensation system to
keep the “best and brightest,” and those with more experience.

Last week, Administrator Joe Allbaugh of the Federal Emer-
gency Management Agency, testified before the Environment Com-
mittee that he is probably going to lose 55 percent of his workforce
in the next 2 to 3 years. And he said, after September 11, many
of them, as I am sure is the case at a lot of other Federal agencies,
have basically said, look, I reevaluated my life. I am retiring. Many
of them were not thinking of retiring. But now they are going to
take early retirement to spend more time with their families.

So this is a real crisis that we need to face up to if we are going
to deal with our homeland security and our war against terrorists
abroad. I am very pleased, Mr. Chairman, that you are holding the
hearings today and tomorrow, and I hope that our colleagues will
understand how urgent this situation is so that we can move on
with this legislation. Thank you very much.

Senator AKAKA. Thank you very much, Senator, for your urgent
statement here.

Our first panel needs no introduction, but before we begin, I wish
to thank both of you for the outstanding support you and your staff
provide to this Committee and this Subcommittee. I ask that you
limit your oral statements to 5 minutes. However, please be as-
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sured that your full written statements will be made a part of the
record.
Director James, you may now proceed.

TESTIMONY OF HON. KAY COLES JAMES,! DIRECTOR, OFFICE
OF PERSONNEL MANAGEMENT

Ms. JAMES. Thank you, Mr. Chairman and other distinguished
Members of the Subcommittee. Thank you very much for inviting
me here today and for holding these very important hearings to
bring these issues to the forefront of the American people and to
Members of Congress and to all those who are interested in our
Federal workforce.

Among the goals that I identified when I was confirmed for this
position were that we would aggressively go after recruiting the
best and the brightest in public service and expediting streamlining
the Federal Government’s hiring process. Immediately after being
sworn in, I reoriented the focus of our agency and OPM began to
provide tailored assistance to agencies governmentwide through
strike forces staffed by some of the best career professionals that
this country has. They are equipped with outstanding skills and
have been providing service to our agencies around the Federal
Government.

Since September 11, however, the world has changed and OPM
has accelerated the pace of our activities to support the growing
human capital demands across government. Consistent with the
pledge that I made before you in June, we are working to place
tools in the hands of managers responsible for reshaping their
workforces to meet current and emerging needs.

The legislation that we are discussing today furthers these objec-
tives and is consistent with the pledge that I made to ensure that
agencies are accountable to merit principles and other civil service
core values, whether the agency is exempt from or bound by the
traditional civil service system. I want to acknowledge and offer ap-
preciation for the work of Senators Lieberman, Akaka, Thompson,
and Voinovich, who are key leaders in this legislative effort. With-
out your leadership, I am not sure we would be at this place and
the Federal civil servants would not be well served, and so thank
you very much.

As you all know, good government is not a partisan issue. This
Committee on Governmental Affairs has a long history of working
in a bipartisan manner to improve the operation of government. In-
deed, this Committee oversaw the enactment of the Government
Performance and Results Act and the Clinger-Cohen procurement
reforms, and now the Committee has the opportunity to move for-
ward on reforms to improve the way we manage the people who
serve in the Federal Government, the people we need to success-
{lully wage the war against terrorism and to protect our security at

ome.

In that spirit of cooperation, David Walker, who has provided so
much leadership on this issue at the General Accounting Office,
has agreed to work with OPM and OMB on a common set of
human capital management standards for Federal agencies. This

1The prepared statement of Ms. James appears in the Appendix on page 77.
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collaboration between the Legislative and Executive Branches, I be-
lieve, promises improvements which will lead to better manage-
ment of the Federal workforce and will result in shared measurable
criteria for judging that performance, and so David, I wanted to
thank you this morning for your leadership on these very impor-
tant issues and for the work that we have been able to do together.

But in addition to clear standards and assistance that OPM is
providing, our agencies and managers must have greater flexibility
to manage their workforces effectively to keep high performance on
the job and to compete successfully in the market for talent. Over
the last 2 months, OPM and OMB have worked in partnership to
train over 500 senior managers on the many flexibilities that al-
ready exist. The legislation before you today provides a very vital
step toward giving Federal agencies the additional tools that they
need.

Many of the changes are technical fixes that remove barriers to
efficient management and allow even better use of the flexibilities
currently in place. Two of the bills, S. 1612 and S. 1639, contain
proposals developed by the administration. S. 1603 includes many
of the same provisions but differs in some ways. I will briefly out-
line the specific Federal employee management reforms that we at
OPM believe to be essential, summarizing my written statement.
I respectfully respect, and you have already granted that we should
include that.

There are many. I will just mention them because of time, and
I would also say that I am very pleased with the level of coopera-
tion that exists between staffs. As we work through this, I feel con-
fident that we will be able to resolve those and end up with one
bill we can all support.

As you know, we are talking about voluntary separation incen-
tives, recruitment and retention incentives, relocation payments,
and new hiring flexibilities, and we want to do all of this within
the context of making sure that core merit system principles are
protected, that veterans’ preference is, in fact, protected, and we
also know that we have a lot that we need to do to promote and
encourage and look at how we treat our senior executives.

In closing, Senators, I would just say that there is a lot of work
to be done and that, again, I am very encouraged with the level of
cooperation that exists on these important issues. We have got to
keep this issue before the American people, and I think with the
leadership that you are providing, we can do that and we will get
legislation that we can pass.

Senator AKAKA. Thank you very much, Director James, for your
statement.

Mr. Walker, you may proceed with your statement.

TESTIMONY OF HON. DAVID M. WALKER,! COMPTROLLER
GENERAL, GENERAL ACCOUNTING OFFICE

Mr. WALKER. Thank you, Chairman Akaka and Senator
Voinovich. Let me first at the outset thank you for holding this
hearing and thank you for both of your leadership in this impor-
tant area. Clearly, you are making a difference and this is an area

1The prepared statement of Mr. Walker appears in the Appendix on page 95.
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where we critically need to make additional progress as quickly as
possible.

As Senator Voinovich mentioned, people represent our most valu-
able asset. Government is a knowledge-based enterprise. People are
the source of all knowledge. It is time that we recognize that and
it is time that we come into the 21st Century with regard to our
strategies, policies, and practices dealing with our most valuable
asset, namely our people.

As you know, GAO designated strategic human capital manage-
ment, or I should say the lack thereof, as a high-risk area in Janu-
ary 2001. Significant attention has been given to this area. That
is appropriate. When we put something on the high-risk list, we
want to bring light to a subject. With light comes heat and with
heat comes action, and action is exactly what is needed in this
area.

I am pleased to say that there is a lot of additional attention and
increasing momentum to take necessary steps in this area. The
President in August 2001 made strategic human capital manage-
ment the No. 1 item on his management agenda. That was also a
positive first step. That was, in part, due to the encouragement of
Director James, and I am sure Director Daniels from OMB, as well,
and I commend them for that.

We have said all along that it is going to take many players
working together collaboratively to make real progress in this area,
and we have a lot of players here today and others that are not
able to be here with us today but some of which will be here tomor-
row who are contributing positively in that regard.

In GAO, we have said we need to take a three-step approach.
First, agencies need to do everything that they can administra-
tively. Eighty percent-plus of what needs to get done can be done
within the context of current law. Agencies need to get on doing it.

Second, there need to be incremental legislative reforms that pro-
vide management with reasonable flexibility, yet incorporate ade-
quate safeguards to prevent abuse of employees.

And third, we need to move towards comprehensive civil service
reform under which more decisions in the Federal Government are
based on the skills, knowledge, and performance of the individuals
rather than the passage of time or the rate of inflation.

Senators, I found last year, for example, that over 80 percent of
the billions of dollars that were appropriated by this Congress for
compensation was on auto pilot. It was automatically predeter-
mined who was going to get the money, based upon cost-of-living
increases and based on locality pay, and it had absolutely nothing
to do with performance. That is unacceptable. It is unacceptable for
any enterprise and it is unacceptable, I am sure, from the stand-
point of the taxpayers, as well. So ultimately, we are going to have
to take that issue on.

Some agencies are making progress administratively, but not
enough. We need to make more progress in this area. One area
that is critically important and where more progress needs to be
made is in the area of performance management. Most agencies do
not have modern, effective, credible, and properly validated per-
formance appraisal systems that link their strategic plan, their
core values, and desired outcomes with both executive-level per-
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formance appraisals all the way down cascading within the organi-
zation. This is critically important to maximize performance and
assure accountability. It is also critically important to make sure
that we are making progress to effectuate the needed cultural
transformation in government.

We at GAO are trying to do three things. One, help others to
help themselves in this critically important area. We earlier pub-
lished a self-assessment guide. We are today publishing a new stra-
tegic human capital model that is available on our website. We
have obtained input from a variety of parties, including OPM and
OMB, of which we are very appreciative, and I look forward to
working with Director James and Director Daniels and others to
try to see if we can come up with a single set of tools and meth-
odologies which the Executive Branch may end up mandating and
which we can help to make sure that people are making appro-
priate progress in this area.

Second, we are conducting a variety of audits and evaluations in
this area for the Congress in order to assess to what extent people
are making progress.

And third and not least, we are leading by example. We are prac-
ticing what we preach, and I think that is critically important.

I would say that the act that is before us, the Human Capital
Act today, represents a positive step, and as Senator Voinovich
said, a first step in what will be a long and winding road. But it
is a positive first step and I commend you for it. There are a num-
ber of positive provisions in this legislation that I think would help
meet the two objectives that I mentioned, provide management rea-
sonable flexibility and at the same point in time incorporating ap-
propriate safeguards to prevent abuse.

There are several areas that I would like for you to consider as
you look forward on this legislation, items that you may want to
consider incorporating.

First, I think consideration should be given to providing OPM
the authority to provide class or agency-specific broadbanding for
certain critical occupations. It is important that in doing so, how-
ever, that agencies understand what skills and knowledge they
need and that they have appropriate performance management
systems to properly implement broadbanding.

Second, I believe that it is important in looking at the early out
and buyout authority that performance be able to be considered in
determining who would be granted an early out or buyout. I do not
believe that it is appropriate to consider performance in deter-
mining what functions or positions would be offered early outs or
buyouts. However, I do believe that it is important that manage-
ment have the ability to say no if one of the top performers wants
to exit under this program. It is time that the government start
managing based upon dollars and results, not FTEs, and this provi-
sion is a positive first step to doing that.

Third, I think it is critically important that independent and ob-
jective studies be done of the real pay gap. We have had a tremen-
dous debate for a number of years. It is time that we get the facts.
Reasonable people can differ on how best to proceed, but we need
the facts on the pay gap.
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In addition, we need additional facts on the existing performance
appraisal systems that agencies have, and I think a study is nec-
essary there.

And last but not least before I close, Mr. Chairman, I believe the
time is coming, if it is not already here, that the Federal Govern-
ment is going to need to consider whether or not major depart-
ments and agencies need to have chief operating officers, individ-
uals who are focused on trying to deal with the basic good govern-
ment infrastructure issues that are not partisan in nature and that
should span administrations. We have a significant amount of
turnover among political appointees and it is understandable that
political appointees are focused primarily on the President’s agen-
da, the department head’s agenda, but somebody needs to be fo-
cused on the good government items that span administrations and
require extended amounts of time in order to effectively address.

Having chief operating officers who are under performance con-
tracts with a term appointment who might be able to be extended
at least one term, I think would represent a positive step to try to
make real progress in these areas and to help effectuate the needed
cultural transformation in government. These would be in addition
to, not in lieu of, the current deputy secretaries, who are properly
focused on the President’s as well as the Secretary’s priorities and
agenda, and should be. But there are things that just do not get
done under the current system that need to get done. Thank you.

Senator AKAKA. Thank you very much for your statements.

Director James must leave by 10:30, so with your indulgence,
Mr. Walker, Senator Voinovich and I will direct our questions to
her first, and I will limit my questions also.

Director James, I want to thank you for your statement and for
all that you are doing. The bills under consideration today would
provide agencies expanded authorities for recruitment, retention,
and training. However, the compensation gap between the govern-
ment and the private sector also plays a critical role in whether
people consider a career in government.

I understand that OPM will release a white paper on pay short-
ly, which I hope will address this problem. Added to the pay issue
is the fact that most agencies are unable to use existing authorities
for employee incentives because of budgetary constraints. My ques-
tion is, what do you feel are the most critical funding requirements
to address the government’s human capital needs?

Ms. JAMES. Thank you, Mr. Chairman. Let me say a couple of
things. Yes, we will be releasing a paper fairly soon, and before we
can get to the point where we come up with a solution, much as
you are doing here today, I think it is important to bring to the
attention of the American people and to policy makers the impor-
tance of compensation, the outdated system under which we are
currently operating, our inability in many cases to be able to tie
pay and performance. So the first leg of our very long journey will
simply be to ask the question, to raise the issues, and to begin a
dialogue.

Second, I would say that in the whole arena of issues facing us
right now, recruiting, hiring, retaining employees, that I would not
like to place a value on which is more important and where do we
need to put the compensation dollars. While we are aggressively
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looking for tools and mechanisms for recruiting, I think at the
same time we have to make sure that our current employees know
the value that we place on them. They have a knowledge base
which a new hire would not have. They have experience and they
have wisdom.

So at the same time that we are trying to recruit and attract the
best and brightest, I think that we have to look at putting re-
sources behind retaining those employees that we currently have.
I would not like to rank them and put them in priority order be-
cause I think they are all important.

Senator AKAKA. I know you have to leave. I have a final question
to you and then I will yield to Senator Voinovich.

The proposals we are reviewing today are intended to allow agen-
cies to better recruit and retain the people they need. However,
some of our next witnesses believe that personnel ceilings act as
barriers to this objective. How can recruitment incentives be rec-
onciled in the current personnel ceiling limitations?

Ms. JAMES. Well, let me say that in recruiting, particularly peo-
ple that we need in critical positions in the higher ranks of our gov-
ernment, that the current issue that we have before us with SES
pay compression. Sometimes when you bring someone in, it defies
logic to explain to them what this system is and when they are
brought in at a certain level in a senior position what that means.

I think that those issues have to be addressed in the broader con-
text of total compensation reform. It does not make sense to many
individuals, particularly—and I recently had that experience in try-
ing to bring someone in at a senior level and saying, this is your
starting salary and will pretty much be your salary for the entire
time you are in the Federal Government. Those are issues that we
must address.

Senator AKAKA. Let me yield to——

Ms. JAMES. Mr. Chairman, before you yield, I do want to say
thank you and that I would request to leave to attend a funeral of
a very dear friend. Many of you may remember Elaine Crispin, who
was Nancy Reagan’s press secretary. I had the privilege of working
with her at ONDCP in a previous administration. She was a great
woman and her memorial service is at 11 o’clock this morning.

Senator AKAKA. I am sorry to hear that. Senator Voinovich.

Senator VOINOVICH. Kay, we have talked a lot and spent a lot of
time together. Would you like to just comment on what provisions
of this legislation you think will be the most helpful to you?

Ms. JAMES. I do want to comment on that and I want to comment
on onizl proposal that David Walker has laid before us this morning,
as well.

I think that we are absolutely right when we talk about the flexi-
bilities that managers currently have before them. I think it is also
important for legislators as they are considering this legislation to
understand that these are tried and true. These proposals that
they have before them have been tried in pilot projects and been
found to be effective, and so as a result of that, they are things that
we are ready to take governmentwide.

Which are most important and will be most helpful? I think any-
thing that will help us to attract and maintain employees are help-
ful and many of those provisions will. I think that the targeted
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buyouts are an important measure so that we can have an efficient
right-sizing of government and not just downsizing of government,
that we can target those buyouts to where they are needed.

I think the provisions that are in the bill for the SES senior man-
agers, where we are able to allow them to get their full bonuses
in a year, will do much to encourage those in our senior manage-
ment ranks, who are doing a fabulous job on behalf of their govern-
ment, are very important.

I think our ability to pay bonuses to individuals and relocation
fees, these are all things that folks are used to getting in the pri-
vate sector and will help us, I think, to compete aggressively for
those individuals so that we are not losing the talent to the private
sector and can attract them to the public sector.

I just have one comment, and I know David feels very strongly,
and this is newsworthy because David and I hardly ever disagree,
ever, and so this is newsworthy because this is one where we do,
and that is on the chief operating officers. My take on that is that
this is a new administration and this President has designated
chief operating officers. What is different, I think in this particular
case, is that maybe historically and traditionally, chief operating
officers have not focused on management but have focused on ad-
vancing the President and/or the Secretary’s agenda.

This President, as you know, is the first MBA President and this
President cares a great deal about management, and in the port-
folio of activities that these now-designated chief operating officers
have is the management of these agencies, and as you know, the
President has given them five management agenda items, and I
think any CEO coming into an organization feels strongly that they
would like to have their chief operating officer be the one that is
going to be responsible for implementation.

I think that David is absolutely right when he says we need chief
operating officers who are, in fact, focused on management agenda
items. So we will continue to work through that and I am sure that
we can come up with something that will be mutually agreeable to
all, and as I said, that is about the only thing I can find that we
might disagree on.

Senator VOINOVICH. Thank you very much. I would like to say
that one of the concerns that I had, in fact, one of the things that
we worked with Mr. Walker on, was a questionnaire for political
appointees that the administration was recruiting to find out
whether or not they knew anything about management. That is the
key

Ms. JAMES. I do remember some of those questions during the
confirmation process, Senator, yes.

Senator VOINOVICH. The problem is, does the Federal Govern-
ment recruit individuals that appreciate how important manage-
ment is. That is the big hurdle. I know that Donna Shalala, who
headed up the Department of Health and Human Services, said
that when she came through her confirmation hearing, no one ever
asked her one question about management, not one, and she had
one of the largest agencies in the Federal Government.

Mr. WALKER. Can I comment quickly, Senator?

Senator VOINOVICH. Yes.
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Mr. WALKER. I am confident that we probably can work some-
thing out that would make sense here. I have no doubt whatsoever
that this President, that OMB, that OPM, that the cabinet secre-
taries and the President’s management council are committed to
making meaningful progress on management issues during this ad-
ministration. I have no doubt about that.

However, that is this administration and that is these individ-
uals. The issues that we are talking about here will concern every
administration, will span every individual who ends up having a
responsible position, and I think history has shown that there has
not been an adequate amount of sustained attention over time
which is going to be necessary in order to make the type of cultural
transformation we are talking about, and what we know for sure
is it will take more years than the current incumbents are in their
jobs.

Senator VOINOVICH. I will say this to you, that I think that set-
ting a precedent is very important and this is very interesting.
When I left the governor’s office, several of the people who were my
cabinet directors stayed on. Governor Taft kept them on because
they were talented professionals. For example, in the Department
of Transportation, he promoted an individual to the position of Di-
rector of Highways. A new administration can set a new tone for
what is expected, through actions like these.

I am hoping down the road here in the next year or so, Mr.
Chairman, we can start talking about quality management and em-
powering the people who work in Federal agencies to have more to
say about the direction of those agencies. And again, if you get that
going in an administration, that can carry over from one adminis-
tration to the next.

Last but not least, I am going to be meeting with Mitch Daniels
today. I am very impressed with what you are doing, Kay. I am
very impressed with what Sean O’Keefe did and I am pleased that
the administration brought Bob O’Neill in from the National Acad-
emy of Public Administration to help them develop their rec-
ommendations in the area of human capital. But we still do not
have a Deputy Director for Management in the Office of Manage-
ment and Budget, and I really believe, in spite of the great job that
you are doing over at OPM, we need somebody in the administra-
tion who concentrates on nothing but the President’s management
agenda, somebody who gets up every morning and stays up late at
night working on that agenda and who can keep hammering away
at it and be your partner in getting the job done. I hope that you
would encourage the President and Mr. Daniels and others in the
administration that we need to get that management person in the
Office of Management and Budget.

Thank you. If you want to take off, you can.

Senator AKAKA. Thank you very much, Senator Voinovich.

As I said, you are looking forward to leaving at 10:30 and I see
we have a few minutes. I would like to ask you another question,
Director James.

Ms. JAMES. Certainly.

Senator AKAKA. It is along the line of this management that Sen-
ator Voinovich has been speaking about. As we heard from the
Comptroller General of GAO, GAO has developed a new model of
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strategic human capital management. This model was developed
independently of OMB, OMB’s performance ranking scorecard that
shows how agencies are meeting the President’s management agen-
da and will aid OMB in evaluating agencies’ budget requests.

From what I have heard, the GAO model would provide man-
agers and employees with clearly defined objectives and goals. I
would be interested to hear your views on the GAO model—

Ms. JAMES. Certainly.

Senator AKAKA [continuing]. And how you believe it could be in-
tegrated into OMB’s scorecard approach.

Ms. JAMES. Thank you. The GAO was very gracious in allowing
us the opportunity to review that model and we had some input
into that. We are still working to make sure that we are not con-
fusing Federal agencies by having standards out there that come
from OMB, and from GAO, and they are pulling their hair out and
saying, well, which standard do we adopt and how do we know we
have made it and how do we turn to green on the President’s score-
card, because as you know, this President and all of his managers
are taking his management agenda so seriously because you know
that you get more of what you measure, and so this President has
decided to measure how effectively his managers are adopting the
management agenda.

So with that, our staffs have been working to incorporate it and
come up with one standard so that we will not offer confusion to
the Federal workforce and to managers as they utilize this new
tool. What you will probably end up with is the GAO model, and
we may add one or two things that we think are important that
are not reflected in that model.

But I think basically what you are going to see is we are trying
to reach consensus on that in the interest of not confusing the Fed-
eral workforce. The model is an excellent one and we very much
endorse and support what the General Accounting Office is doing.

Senator AKAKA. You had another comment on that?

Senator VOINOVICH. No, I do not.

Mr. WALKER. Mr. Chairman, if I can note, this is an exposure
draft and so, therefore, we will be experimenting and others will
be experimenting with this over the next several months, and as
a result, this gives us a period of time that we can do exactly what
Director James said, see if we can work together towards one that
Wke)lcan all agree with, and I am confident that is going to be pos-
sible.

Ms. JAMES. I am, too.

Senator AKAKA. Thank you so much, Director James.

Ms. JAMES. Thank you very much, and I appreciate your indul-
gence.

Senator AKAKA. You may be excused.

Ms. JAMES. Thank you.

Senator AKAKA. Mr. Walker, I thank you for your patience. I am
pleased that you unveiled the GAO strategic human capital model
at our hearing this morning. I believe it is a good complement to
the OMB scorecard.

My first question is a theoretical one, but because GAO provides
nonpartisan assistance to Congress, I thought you might be able to
offer an unbiased view. Every administration comes into office with
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a specific agenda and I feel that we must separate policy from poli-
tics. Friday’s Washington Post included an article on career attor-
neys in the Justice Department Civil Rights Division. Let me be
clear, I am not commenting on the merits of this issue but rather
a statement made by aides to the Attorney General who described
the transferring of certain responsibilities traditionally handled by
career lawyers to political appointees in this way. I quote from the
article, “Aides describe the actions as part of the normal process of
a new administration taking over an agency previously led from a
different political viewpoint.”

Mr. Walker, how can we best achieve reform of the civil service
system without imposing changes dictated by political consider-
ations?

Mr. WALKER. Whichever administration is in, they are going to
end up having certain priorities that they believe need to be
pushed. They are going to allocate resources based upon what they
believe those priorities should be and they are going to have cer-
tain principles or strategies that they want to try to employ in
doing that.

I do, however, believe that it is important to recognize that civil
servants represent a vast majority of the Federal workforce. Civil
servants are to be professional, objective, as appropriate, and non-
partisan in nature. In order for us to be successful in the human
capital area, it is going to take the combined efforts and appro-
priate collaboration between both political and career officials, and,
I might add, also between labor and management, whether the em-
ployees are organized, then obviously the bargaining unit, if they
are not organized, then through other means such as our Employee
Advisory Council in our case because we do not have a bargaining
unit.

I do not know all the details of that particular situation, Senator.
I had some concerns when I read that article, as well, but quite
frankly, I do not have all the facts and so it would be premature
for me to try to specifically address that situation based on one
newspaper article.

Senator AKAKA. Thank you for that response.

You have said on many occasions that agencies already have 90
percent of the flexibilities they need. Your comments prompted
some of us on this Subcommittee to ask GAO to review the use of
flexibilities currently available to Federal agencies to better recruit
and retain Federal workers. However, we know that agencies have
used them sparingly, mostly because of lack of resources.

In her written testimony, Colleen Kelley draws attention to the
statistic that in fiscal year 1998, less than one-fourth of 1 percent
of the Federal workforce received any form of recruitment, reten-
tion, or relocation incentives. Do you believe that agencies will be
more likely to use the flexibilities offered under these legislative
proposals than to use the ones that currently exist, and if so, why?

Mr. WALKER. I believe that this will be a positive step forward
and it will help. I also believe, however, that we have got to recog-
nize that it is not a panacea. In some cases, people are not using
the flexibilities because they have not been properly educated with
regard to what the existing flexibilities are. In some cases, they
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have not used the flexibilities because of the priorities that they
have set.

For example, we all have a certain amount of money that we
have been allocated in order to accomplish our various missions.
Unfortunately, many agencies have tended to manage more based
on FTEs rather than dollars or results, and in some cases, people
have decided to try to maximize the number of FTEs they have
rather than deciding that, well, I need to manage to a budget.

For example, at GAO, we do not always use our total FTE limit.
Sometimes we make a conscious judgment that we are going to
have certain incentives to attract people, certain incentives to re-
tain people, or training, development, other types of things where
we are investing in our existing workforce and we may have some-
what fewer people than we are authorized to have. On the other
hand, we are investing more in those people that we do have.

So I think it is a combination of education and setting priorities.
Let me also say that I think it is personally inappropriate to be
managing based on FTEs, period, either way. In other words, I
think it is inappropriate to have arbitrary FTE caps. It would be
much better if we managed to dollars and managed to results and
recognize that, over time, we are going to be much better off if peo-
ple are held accountable for managing to a dollar budget and man-
aging to desired outcomes and results rather than an historical
FTE approach.

Senator AKAKA. Thank you for that response.

You mention in your testimony that GAO has a chief human cap-
ital officer. I have a three-prong question for you. Has this ap-
proach worked? Were there any problems associated with creating
this new position? And if this provision of the bill becomes law,
what advice would you have for agencies?

Mr. WALKER. Well, first, I would argue that I am the chief
human capital officer at GAO. I think it is appropriate to recognize
that if people are your most valuable asset, and in our case, they
are really the only asset we have that will help us get our job done
on a recurring basis. So I think the agency head clearly has to
spend time.

Second, our executive committee, which is comprised of myself,
our chief operating officer, our chief mission support officer, and
our general counsel, spends from 25 percent to 35 percent of its
time on human capital issues. So a significant chunk of the time
of our top executive body is spent on human capital issues.

We do have a human capital officer, Jesse Hoskins, who came to
us within the last year or so with an extensive background at local
and State Government in the human capital area and also had
some prior Federal experience. He is doing an excellent job in try-
ing to help us lead by example in this area. But for him to be suc-
cessful, he has to have the support of the agency head, he has to
have support of the executive committee, and he has to have the
support of a variety of other players because you need to have line
management very much involved in this area, as well. It is not
something you delegate to the human capital function.

As far as the provision under this bill, I think it is appropriate
to provide flexibility to allow agencies to decide how best to accom-
plish the intent of this bill as to who is going to be responsible pri-
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marily on a day-to-day basis for the human capital activities. At
the same point in time, I think it is critically important that we
recognize that human capital is fundamentally different than
human resources, which was fundamentally different than per-
sonnel. We are talking about a strategic position. We are talking
about a person that has the ability to deal at the executive level,
as a partner sitting at the table, trying to determine what modern,
effective, and credible strategies in the human capital area need to
be designed and deployed in order to achieve the objectives of the
agency.

Some people who are currently in the personnel or human re-
sources function in government may be able to make that transi-
tion, but not all. And so it is critically important that you have the
right kind of person with the right kind of skills and knowledge to
be able to perform that role in order to be effective. That may be
the case at some agencies. In some cases, they may have to hire,
which we did in our case, to have somebody who can fit that need.

Senator AKAKA. I want to thank you very much, Mr. Walker, for
your insights and your advice. I wish I had more time, but we have
another panel, so I will yield to Senator Voinovich for his questions
to you.

Senator VOINOVICH. We have talked about the fact that, since
September 11, there is a new attitude toward working for the Fed-
eral Government. We have had a couple of sessions at Harvard,
and I have had a chance to talk to some of the students there. Ten
years ago, about 75 percent of John F. Kennedy School graduates
would go into government. Now, about 30 percent of them are
going.

I believe that if we do not capitalize on this new interest in gov-
ernment, not only by young people but also some “dot-com” people
that are out there today who may be looking around for more sta-
ble employment at mid-level positions, what is your advice on how
we would best capitalize on this new opportunity that we have?

Mr. WALKER. First, I think it is a positive step that people are
not bashing Federal employees as much as they used to, which is
clearly inappropriate and counterproductive. I mean, if they are
our most valuable asset, then we need to be doing things to attract
and retain good people in the Federal Government and we need to
recognize that, that is a fundamental part of us being successful in
government.

Second, clearly, the statistics show that there are a lot more peo-
ple interested in public service of which government service is a
subset of public service and the Federal Government is only one
level of government. You have obviously had leadership responsibil-
ities at all three major levels of government, Senator Voinovich,
and you know that. You have been on the front line.

I think we cannot be deceived by numbers. The fact is while
there are a lot more people who are interested in government serv-
ice, while applications are up, we need to make sure that we have
an ability to get back to people in a timely manner to let them
know, to acknowledge that we have received their application and
to let them know what the prospects are for there to be a match
and what kind of timing that they can expect to have a decision.
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My brother is somebody who was with a dot-com that became a
dot-bomb, and he has been trying for months to do something in
public service and it has been a case study in what is wrong with
our system, just frustration after frustration after frustration in
lack of communication.

I think we also have to recognize it is not just getting into gov-
ernment, it is keeping good people, and that is making some of the
changes to where we are investing in our people, we are having
more empowerment involving our people, that we are creating
learning organizations, that we are allowing people to be promoted,
recognized, and rewarded based upon their skills, knowledge, and
performance, not their passage of time and rate of inflation.

And so I think that it is going to be more important for us over
time to be able to do those kinds of things that it will take to keep
people in government and to recognize that we will never pay the
same that the private sector pays. But then again, we should not
have to, because we have something that we can offer here the pri-
vate sector never can and that is the ability to truly make a dif-
ference for your country and for other people.

Senator VOINOVICH. Another thing that I am looking at is this
issue of pay comparability. Pay is not necessarily an incentive but
it is a disincentive if it is not comparable. You were commenting
that 80 percent of the people are on automatic pilot. Part of the
reason for that, I believe, is that we have never made enough
money available in the personnel area so that the government can
offer anything but a cost-of-living adjustment. So if agencies do not
have the money to reflect performance evaluations, most managers
just ignore that process because it does not make any difference.
And that gets into the issue of broadbanding, which is something
that you have talked about that managers must have some more
flexibility, but that cannot have an impact unless they have the
money in order to make broadbanding work. So pay comparability,
it seems to me, is something that needs to be reinvented.

The other thing that is of concern to me currently is the issue
of outsourcing. Again, when I talked with these students at Har-
vard, I would ask, “Where are you going to go?” They would an-
swer, “Well, I can go to work for a nonprofit or I can go to work
for somebody that has a contract with the Government.” If you an-
ticipate that a large share of the Federal jobs are going to be gone
in an exciting area, and I am interested in your reaction, is that
a disincentive for wanting to come to work for the Federal Govern-
ment?

Mr. WALKER. We clearly need to reform how we go about making
key decisions in the competitive sourcing area right now. As you
know, the Congress passed an act about a year and a half ago ask-
ing me, as Comptroller General, to chair a panel dealing with com-
petitive sourcing issues. We have had a number of meetings. We
are scheduled to issue our report by May 1. We will hit that date.
That panel is comprised of a number of leaders, both within the
government, with employee organizations, including Bobby
Harnage and Colleen Kelley, who are going to be on a panel after
me, and a variety of other respected individuals in academia and
the private sector.
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I expect that we will be making recommendations for consider-
ation by this Congress and I would hope that the Congress will
give serious consideration to that, because clearly, there are certain
aspects of the current system that are broken and that need atten-
tion.

Senator VOINOVICH. One of the frustrations that I have is that,
if you look at the motivation of people who work for an agency, one
of our problems today is that we have had this reduction in the
workforce without consideration to proper reshaping. I think that
is one of the reasons why we find ourselves in this position is that,
during those years, they just lopped people off without considering
what skills they needed to get the job done. Also, I think, it cast
a bad reflection on working for the government in general because
the 1990’s downsizing was on autopilot.

If we want to attract and retain people today, to set up targets
of 5 percent, 15 percent, 50 percent is counterproductive. The issue
becomes, are the executives in the departments going to be spend-
ing their time trying to figure out what they can outsource to meet
a target or are they going to be spending their time trying to figure
out what kind of a workforce they need to get the job done. Again,
I would like your comment on this.

Do we not have a situation here where we have one message that
says, shape up your workforce and keep the people that you need
and attract the people that you need to get the job done, and on
the other hand it says, concentrate on what positions in your shop
can you outsource?

Mr. WALKER. Competitive sourcing, I would say, is one element
that you need to look at as a potential tool. It is a tool to enhance
performance, to improve economy, and assure accountability, but
how you go about it matters.

My personal opinion is, it is inappropriate to have quantitative
or percentage targets in this area. One needs to be able to have a
more informed judgment based upon past experience, based upon
public and private sector trends, about targeting areas of oppor-
tunity where you think it may make sense to do it without having
arbitrary number or percentage targets in this area. I think that
sends a mixed signal and I expect that is one of the issues that the
panel will end up deciding whether or not to make a specific rec-
ommendation on in our May 1 report.

Senator VOINOVICH. One last question and that is on training.
This legislation talks about training. I would like you to comment
about how important you think it is that we have allocated re-
sources for training in the departments in terms of attracting and
retaining people to the public service.

Mr. WALKER. I think it is critically important. A number of the
people that we have are very good people, but they need help in
a variety of areas, whether it be dealing with new technology,
whether it be dealing with how to effectively manage people,
whether it be dealing with difficult situations, whether it be tech-
nical training. We have to invest in our people.

World class organizations make training a top priority and they
invest in their people, and it is not just the current people you have
but these new people that we are trying to bring in. One of the pri-
mary factors that they will use in determining whether or not they
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are going to stay or how long they are going to stay is are they
learning? Are they growing? Is their employer investing in them?

And if the answer to any one of those three questions is no, then
the likelihood that you are going to have turnover increases expo-
nentially, and so it is, therefore, critically important, and one of the
areas that I have set as a top priority for GAO this year is we are
investing more in training. We are doing more to invest in our peo-
ple. We are developing this fiscal year a modern and forward-look-
ing training and development program for our staff that will be im-
plemented over the future and we are allocating dollars to be able
to make sure that it is real, not just form, but there is substance
behind that form.

Senator VOINOVICH. And I suspect it is your intention to use that
also as a recruitment tool when you are going out trying to get the
best and brightest people to come, because people want to come to
work for an organization where they are going to learn and grow
and see a future. And if the word is that there is no money for
training it is a disincentive to come to work there. You get to a
point where the agency needs some new people, and rather than
giving current employees training and upgrading their skills, they
look around to try and find some way they can to farm their work
out to somebody. Who wants to go to work for that kind of an oper-
ation?

Mr. WALKER. You have to invest in your people. They have to be-
lieve that they are part of a learning organization, and it is par-
ticularly important for us. We are fortunate. We have a lot of peo-
ple who want to work for GAO and our applications to work at
GAO have tripled in the last year. I think some of that is the econ-
omy, but some of it is because we are trying to lead by example
and truly make our organization a world class professional services
organization who just happens to be in the government.

Senator VOINOVICH. I would think that many other secretaries of
departments ought to look at the good role model that you have put
together at GAO. I think if we could get some of that throughout
the Federal Government, we would see a whole lot better situation.
Thank you.

Mr. WALKER. Thank you, Senator. We are not perfect, we never
will be, but we are sure trying hard, that is for sure.

Senator AKAKA. Mr. Walker, we really appreciate you taking
time from your schedule to be with us this morning and I thank
you very much for your insights and your advice and what you
have said this morning will be useful to this Subcommittee. Thank
you very much.

Mr. WALKER. Thank you, Mr. Chairman. Thank you, Senator.

Senator AKAKA. I would like to ask our second panel to come for-
ward and be seated. We have with us four individuals whose com-
mitment to Federal workforce issues is well known.

I am pleased to welcome Colleen Kelley, National President of
the National Treasury Employees Union; Bobby Harnage, National
President of the American Federation of Government Employees;
Jerry Shaw, on behalf of Carol Bonosaro, President of the Senior
Executive Association; and John Priolo, a member of the General
Executive Board of the Federal Managers Association, President of
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FMA Zone 7 and a longtime employee at the Pearl Harbor Naval
Shipyard in Hawaii.

Again, we appreciate your being with us today. Before we begin,
I ask that you limit your oral statements to 5 minutes. However,
please be assured that your full written statements will be made
a part of the record.

Ms. Kelley, we will begin with your statement.

TESTIMONY OF COLLEEN M. KELLEY,! NATIONAL PRESIDENT,
NATIONAL TREASURY EMPLOYEES UNION (NTEU)

Ms. KELLEY. Thank you very much, Chairman Akaka and Sen-
ator Voinovich. I am very pleased to be here today on behalf of the
150,000 Federal employees represented by NTEU. I think we all
share the same goal. We want to entice the brightest, the most tal-
ented, and the most committed employees to public service and to
ensure that the Federal Government becomes and continues to be
the employer of choice.

A decision to fully implement FEPCA and to provide compensa-
tion mirroring that received by the private sector would do more
to address the recruitment and retention problems in the Federal
Government than all of the Federal Government’s other incentive
programs combined. In spite of this, of course, the President’s 2003
budget proposes a 4.1 percent pay raise for the military while at
the same time suggesting that the Nation’s civilian workforce de-
serves only a 2.6 percent raise. This is not a proposal that the ad-
ministration would make or one that Congress will support if we
are serious about the human capital crisis. While I accept that S.
1603 is offered as a downpayment on the human capital crisis, in
NTEU’s view, any human capital legislation worth passing must
address the crisis in Federal pay.

The Federal Health Benefits Program, too, must be addressed.
This program has become too expensive for current employees and
unattractive to prospective employees. Legislation is pending before
this Committee, S. 1982, that would increase the employer FEHBP
premiums from the current 72 percent to the more common indus-
try standard of 80 percent. This would represent a modest step, yet
the legislative proposals pending before this body today do nothing
to address this issue, either.

Likewise, the administration’s blind targets for contracting out
15 percent of all commercial activities work of Federal employees
by the end of 2003 continues to erode the morale of the Federal
workforce and cannot possibly attract prospective employees. Arbi-
trary one-size-fits-all quotas will not work. Would you seriously
consider employment with the Federal Government knowing that
your job may be contracted out from under you to meet an arbi-
trary number? I do not think so.

And I do want to thank Senator Voinovich for speaking out at
the March 6 hearing on this issue. These mindless quotas show a
lack of wisdom of the impact they have for the government as a po-
tential employer. Congress must let the administration know that
these quotas are counterproductive and will not stand. Until that

1The prepared statement of Ms. Kelley appears in the Appendix on page 111.
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happens, the Federal Government will continue to send negative
messages to current and to prospective employees.

NTEU appreciates S. 1603 drawing attention to the need for
properly training employees. However, it does not address the re-
source problems that prevent agencies from adequately training
their employees. This legislation also suggests changes in hiring,
and NTEU questions the advisability of moving away from the cur-
rent rule of three. A new hiring system must be considered fair by
employees, preserve merit principles, and lead to the best can-
didate being hired. Critics of the Department of Agriculture hiring
system have raised questions about expanding that system govern-
mentwide. In addition, a December 2001 MSPB report raises ques-
tions about the protection of Federal merit hiring in today’s decen-
tralized hiring system. With the lack of expertise in assessing the
candidates found in so many agencies, we believe that there should
be further discussions with this Subcommittee on these issues.

S. 1603 would also grant critical pay authority to Federal agen-
cies on a limited basis. Serious questions about the use of critical
pay authority and how it has been used to date in the Federal Gov-
ernment have been raised and, I believe, need to be addressed be-
fore proceeding any further on this issue.

NTEU does not support language in S. 1603 reducing poor per-
formance employee notices of termination from 30 to 15 days. Rath-
er than focusing on the notice period to employees, NTEU believes
that it makes better sense to train managers and to help managers
develop the necessary skills to manage, mentor, and motivate their
employees.

I also want to comment on several provisions of S. 1612, the
Managerial Flexibility Act of 2001. NTEU objects to changing the
nature of demonstration projects as well as permitting them to be
made permanent without Congressional approval. We also object to
provisions that would grant certain management-level employees 8
hours of leave each pay period. Rank-and-file Federal employees
must work 15 years before earning 8 hours of annual leave per pay
period. If Congress believes that annual leave limits are a barrier
to hiring, then the system should be reformed and it should be re-
formed for all Federal employees.

NTEU also opposes Title II of S. 1612, which would require agen-
cies to pre-fund retirement and health benefit costs for their future
retirees, subjecting these mandatory payments to the annual ap-
propriations process. If Congress did not appropriate the money,
agencies would be faced with several choices: To restrict retiree
benefits, to curtail employee training, to reduce public services, or
to conduct a reduction in force, a RIF. And these possibilities are
not far-fetched. As you noted, Chairman Akaka, domestic discre-
tionary spending suggested in the President’s 2003 budget declines
by 1 percent compared to the 2002 budget. These retirement costs
are already accounted for through mandatory payments to the re-
tirement fund. This change is unnecessary and NTEU will strenu-
ously oppose it.

I thank you for the opportunity to appear today and look forward
to any questions you might have.

Senator AKAKA. Thank you very much for your statement, Ms.
Kelley.
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Mr. Harnage, please proceed with your statement.

TESTIMONY OF BOBBY L. HARNAGE, SR.,! NATIONAL PRESI-
DENT, AMERICAN FEDERATION OF GOVERNMENT EMPLOY-
EES, AFL-CIO

Mr. HARNAGE. Chairman Akaka and Ranking Member Voinovich,
thank you for the opportunity to testify on the draft proposals ad-
dressing various Federal personnel issues. In your invitation, you
requested that I address five broad questions regarding the draft
proposals. I have addressed all five in my written statement and
today I would like to focus on just two.

But first, I want to commend the Chairman as well as Senator
Voinovich and Senator Thompson for removing several of the provi-
sions of the Federal Human Capital Act of 2001 and the Manage-
rial Flexibility Act which AFGE had opposed. We were particularly
gratified to see that the draft proposals exclude extending to OPM
the authority to make alternative personnel systems permanent
without the approval of Congress and shifting Federal employees’
earned retirement benefits from mandatory to discretionary ac-
counts. In addition, we were pleased to see that the draft proposals
rejected the concept of a one-on-one ratio for buyouts and full time
equivalent eliminations.

Chairman Akaka, you asked me to respond to two extraor-
dinarily important questions that are often excluded from the de-
bate over how to address the human capital crisis, first, how re-
cruitment and retention concerns could be balanced with the ad-
ministration’s privatization quotas, and second, how the gap be-
tween the compensation offered to private sector employees and
that offered to Federal employees can be addressed. These ques-
tions hold the solution to the Federal Government’s human capital
crisis. The draft proposals, while clearly well intended, offered little
of substance that will affect the rank-and-file Federal employees
AFGE represents.

However, if the administration’s privatization quotas go forward
and they succeed in handing over 425,000 Federal jobs to the con-
tract, civil service reforms, such as those of either the draft pro-
posals, S. 1612 or S. 1603, will become truly irrelevant. There will
be no civil service, just a corps of political appointees of acquisition
officers churning through the revolving door between contracting
agency and contractor.

Likewise, the large growing gap between the pay and benefits
provided to employees of large private sector firms and unionized
State and local government employees on the one hand and Federal
employees on the other hand is not a mere detail. A decade after
the bipartisan Federal pay law was signed by the elder President
Bush, Federal salaries still lag the private sector by 22 percent.

Thirteen years after the CRS wrote the definitive report showing
FEHBP to be inferior to the plans in the most successful private
firms and largest States by a substantial margin, the benefit gap
has also worsened. There is no excuse, no physical excuse, no ex-
cuse that data describing the dimensions of the gaps were not

1The prepared statement of Mr. Harnage appears in the Appendix on page 128.
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available, no excuse that unions were intransited and unwilling to
negotiate even partial solutions.

The draft proposals include broad authority to provide large re-
cruitment and retention bonuses to select Federal employees. We
could not pretend that bonuses, especially bonuses that come at the
expense of adequate staffing or adequate salaries and salary ad-
justments, will improve the government’s ability to recruit and/or
retain Federal employees. Bonus payments do not count as basic
pay for purposes of retirement or annual salary adjustments. If, in
fact, they are designed to recruit for temporary positions or to re-
cruit those with an intention to remain only a short time with an
agency, it must also be said that they are not a solution to the
human capital crisis as we understand it.

The government’s crisis is that it is on the verge of losing its
workforce to retirement, privatization, and more lucrative offers of
State and local governments and the private sector. When the
workforce leaves, it takes its institutional knowledge, skill, experi-
ence, and the public sector’s devotion to the common good. Bonuses
will not solve such a problem.

Mr. Chairman, you also asked if the human capital crisis could
be solved in the context of the administration’s privatization
quotas, as they call them, competitive sourcing targets. The short
answer is that unless the administration rescinds its privatization
quota, the government’s recruitment and retention problems will
only worsen. The Department of Defense has recently acknowl-
edged that its plan is to automatically replace retiring Federal em-
ployees with contractor employees. As agencies are forced to pri-
vatize half of the so-called commercial jobs on their FAIR Act list,
they will increasingly follow DOD examples.

The administration’s privatization quotas should not be referred
to as competitive sourcing initiatives. AFGE does not oppose com-
petitive sourcing. In fact, our position is that Federal agencies
should be permitted to contract out commercial work, but only if
it can be shown that through public-private competition it will be
less costly to taxpayers than continued in-house performance. Only
through public-private competition can taxpayers learn whether
their interest is to have the government’s work performed in-house
by Federal employees or contracted out to the private sector.

As I have mentioned, there is no way to avoid the fact that Fed-
eral salaries are inadequate and that the health insurance program
is inferior. Solving the human capital crisis requires paying higher
Federal salaries and improving both the affordability and quality
of the health plan.

We have our own recommendations on civil service reform. I be-
lieve it is necessary for the true and lasting solution to the human
capital crisis. Components of this package are in S. 1152, the
Truthful Responsibility, Accountability, and Contracting Act,
TRACT, to make sure that contracting out only occurs when public-
private competition shows it is in the public interest to do so, and
S. 1982, Senator Barbara Mikulski’s bill to improve the funding for
the Federal health benefit program.

We commend the Subcommittee for taking the issue of the
human capital crisis so seriously and we look forward to continuing
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to work with you on this issue. I would be happy to answer any
questions that you might have.

Senator AKAKA. Thank you very much. We appreciate your testi-
mony, Mr. Harnage. Mr. Shaw, you may go ahead with your state-
ment.

TESTIMONY OF G. JERRY SHAW,! GENERAL COUNSEL, SENIOR
EXECUTIVES ASSOCIATION

Mr. SHAW. Mr. Chairman, I apologize that President Carol
Bonosaro was unable to attend today. She became ill this morning.

I am the General Counsel for the Association. I was one of the
founders of the Senior Executives Association while I was a career
executive in the Chief Counsel’s Office of IRS and subsequently
was the first President of the Association and have been its Gen-
eral Counsel ever since its inception some 23 years ago.

We appreciate this opportunity to testify and we want to com-
mend you and Senator Voinovich and Senator Thompson for their
concern and efforts on behalf of the Federal workforce. The Sub-
committee has requested that we address several questions. It will
come as no surprise that SEA will focus its remarks on the ques-
tions of compensation and in particular with regard to the execu-
tive corps.

First, an aside. The chief operating officer which is proposed by
the OMB Director has been something that the SEA has supported
for a number of years. We have put together a number of proposals
along that line and we think it would be a great idea and it is
something, I think, that could truly be revolutionary in changing
agencies and bringing about some continuity in the workforce.

The compensation gap for career executives with private industry
was well illustrated by a 1996 study by the Hay Group, which
showed that average SES total compensation, including bonuses—
and this is total cash compensation—for jobs of exactly the same
difficulty in the private sector would have required that SES pay
be increased by a range of 46 to 137 percent to obtain com-
parability with the private sector. Now, obviously, that is not going
to happen, and SEA does not propose that.

However, money, while not a motivator, is a substantial de-
motivator and what it goes to is the person’s perception of their
own worth. This kind of a gap with the lack of raises in 5 out of
the last 8 years for the career SES has truly damaged their morale.
Many of them have stayed on in Federal service just because of the
September 11 crisis and thereafter.

In 2000, GAO projected that by fiscal year 2005, 70 percent of
all career executives would be eligible to retire. It behooves us, I
believe, to ensure that we retain as many of these highly capable,
experienced, and accomplished executives as possible while we de-
velop and have in place the necessary talent to succeed those who
do retire. Yet right now, we are driving these executives out and
discouraging middle managers on the executive track because of
failure to address the pay compensation problem, which has
reached critical proportions within the corps.

1The prepared statement of Ms. Bonosaro with attachments submitted by Mr. Shaw appears
in the Appendix on page 144.
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SEA welcomes the provision of S. 1603 which would raise the
total annual compensation cap to the Vice Presidential level but it
would do nothing to affect compensation other than to allow em-
ployees to receive their earned bonuses and awards in the year in
which they were earned.

While the Association does not objection to Section 205, which
would shift oversight for critical pay positions from OMB to OPM,
we are in strong opposition to any substantial expansion of the use
of this critical pay authority throughout the Federal Government.
Reliance on this authority would continue the piecemeal attack on
the pay compression problem which is most severe in the SES
ranks.

After having their pay frozen in 5 of the last 8 years, the pay
cap has filtered down through the six pay levels or ranks of the
SES until approximately 70 percent of all career executives receive
the same pay. ES—4, 5, and 6, the top three ranks, are now all
capped at Executive Level 3 in all 32 localities. ES—3 is now capped
in 15 localities. In Houston and San Francisco, even ES-2 is
capped. This would be similar to having a pay cap and earnings by
GS-15s, 14s, 13s, and 12s all being paid the same pay as GS-11s.

We do not believe the administration or Congress would or could
allow that to happen. They should not allow that to continue in the
SES. The situation is unfair and would be unthinkable in any pri-
vate sector corporation, yet is tolerated by both the administration
and Congress. It must be rectified with legislation. H.R. 1824 and
S. 1129 would raise the statutory maximum on pay and we strong-
ly support those efforts by Congressman Davis and Senator War-
ner.

The current system, in fact, encourages early or immediate re-
tirement by eligible career executives. From 1994 to 2001, the aver-
age annual COLA adjustment on retirement annuities was 2.5 per-
cent per year, higher than the average SES pay increase of 1 per-
cent over the same period. This results in SESers losing 1.5 percent
of their retirement annuity for each year they remain in the gov-
ernment. Is it any wonder the best of them feel compelled to retire
as soon as they are eligible?

Substantial use of critical pay authority has been tested in only
one agency. The experience, while being studied, is not uniform
and there must be much more study before critical pay authority
should be extended anywhere else in government.

In closing, we believe it is critical that the Congress and the ad-
ministration consider and respond to the full range of human cap-
ital issues and reject continuation of piecemeal approaches. Agency
and occupation-based fixes approved by Congress are fragmenting
the civil service, creating a crazy quilt of personnel and pay sys-
tems across the government without addressing fundamental
issues affecting the workforce. At the executive level in particular,
pay compression has clearly contributed to the pressure by agen-
cies for separate systems. In addition, however, we have heard over
and over from agency officials of the need for additional career ex-
ecutive positions so that they can be independent of the OPM allo-
cation process.

During the Clinton Administration, the career Senior Executives
Service was downsized by almost 20 percent and that downsizing
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is having a substantial impact today. We believe that the top ranks
were thinned unnecessarily. The ratio of SES positions to the rest
of the Federal workforce, after all, is very slight, and the number
of positions in the executive corps should be increased to enable
agencies to meet their mission.

Finally, the use of existing flexibilities and authorities is limited
by a lack of funding and a lack of an effective mechanism for agen-
cies to share successful approaches. Therefore, the pressure for de-
signer systems will continue unabated and new authorities will
continue to proliferate unless and until the underlying problems
are addressed through a coherent governmentwide solution which
provides overarching principles, flexibility within limits, and some
bottom line of uniformity.

Thank you, Mr. Chairman. Thank you, Mr. Voinovich.

Senator AKAKA. Thank you very much, Mr. Shaw, for your state-
ment. Mr. Priolo.

TESTIMONY OF JOHN PRIOLO,! GENERAL EXECUTIVE BOARD
MEMBER, FEDERAL MANAGERS ASSOCIATION (FMA)

Mr. PrIOLO. Chairman Akaka, Senator Voinovich, on behalf of
the nearly 200,000 managers and supervisors in the Federal Gov-
ernment whose interests are represented by the Federal Managers
Association, I would like to thank you for inviting FMA to present
our views. My statements are my own as a member of FMA and
do not represent the official views of the Department of Defense or
of the Navy.

Mr. Chairman, thank you for the kind introduction. I would be
remiss if I did not personally thank you for your support over the
years of my chapter, Chapter 19 at Pearl Harbor Naval Shipyard.
Your efforts have been instrumental, particularly in the area of
workforce revitalization at the shipyard whereby we have been able
to hire over 520 new apprentices and 100 engineers over the past
4 years.

Established in 1913, FMA is the largest and oldest association of
managers and supervisors. We are responsible for daily manage-
ment and supervision of government programs and personnel and
possess a wide breadth of experience and expertise that we hope
will be helpful in seeking to address the human capital crisis that
we are currently faced with.

Before I present FMA’s perspective, I would like to take this op-
portunity to thank you, along with Senators Cochran, Durbin,
Voinovich, Thompson, and Collins for your leadership on S. 1799
and S. 1800, providing additional educational benefits for employ-
ees at those Federal agencies responsible for homeland security. It
is not a focus of today’s hearings, but they are certainly critical ele-
ments in the human capital discussion.

As well documented and certainly mentioned quite often today,
we have been downsized by more than 400,000 positions from 1993
to 2000 and we are continually being asked to do more with less,
to compete with the private sector, to streamline procurement, and
at the same time deliver higher quality service to the American
public. Civil servants have proven time and time again that we are

1The prepared statement of Mr. Priolo appears in the Appendix on page 178.
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more than capable of fulfilling our duty, but we need civil service
reform to increase the efficiency of the Federal Government.

We are facing a human capital crisis. We need added flexibility
to use existing resources to recruit new talent and prevent the
“brain drain” that will occur with the retirement of so many career
civil servants.

As the number of civilian employees continues to shrink, the task
of doing what is best for the American people becomes more and
more difficult. There are fewer graduating college seniors that view
the public sector as a desirable employment option, though that
seems to be changing, hopefully. The hiring procedures takes so
long that it becomes a deterrent to bring on board personnel, and
it becomes an impractical option for mid-career professionals to
transfer into the Federal Government. And finally, our salaries still
lag far behind those of the private sector.

Hiring policies continue to be patterned after a World War II era
process. We post a vacancy, interview, offer a position, and it can
take a year to accomplish all of that. A lot of the best people in
that chain go somewhere else. We have got to shorten that, and I
am certainly pleased to see OPM attempting to make inroads in
those areas.

We need alternate ways of evaluating job applicants. We need to
be able to directly hire candidates when we have identified short-
ages or critical need. We need to have the authority to fill positions
within respective agencies in an expedited fashion. We believe full-
time equivalent ceilings must be made more flexible rather than
use hard and fast numbers. Let us manage to the dollars instead
of to the numbers.

S. 1639 offers some improvements in the area of hiring personnel
and retaining personnel, because truly, “you get what you pay for.”
Retention bonuses do not always have to take the form of financial
incentives. When we talk to personnel exiting the Federal service,
they complain about a lack of recognition, of a long-term sense of
purpose, and career progression. That is not dollars speaking,
though dollars are clearly important. That is frustration at a lack
of development of the folks we already have on board.

We are supportive of S. 1603 to develop a career training officer.
We are supportive of pilot individual learning accounts as a way
of, again, developing our personnel and our future leaders. All
agencies should have structured developmental programs, be they
SES or, in our case, generally second- and third-line managers and
supervisors.

Obviously, I will never get through this report, but I would like
to wrap it up without going too far over, since you have my written
remarks. We would like to serve as a sounding board for Congress
and the administration to ensure that decisions are made ration-
ally and provide the best value for the American taxpayer. We rec-
?gnize, and value the importance of a top notch civil service in the
uture.

Again, we would like to thank you, Mr. Chairman, for providing
an opportunity to present our views. We look forward to working
with the administration as well as with the Congress to deal with
the government’s workforce challenges in our mutual pursuit of ex-
cellence in public service.
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Again, I would be happy to answer any questions you may have.

Senator AKAKA. Thank you very much, Mr. Priolo, for your in-
sightful observations.

The proposals we are reviewing today are intended to allow agen-
cies to better recruit and retain the people needed to carry out
their agencies’ missions. However, as Mr. Priolo said in his testi-
mony, FTE ceilings must be made more flexible in order to allow
Federal managers to fill positions of critical need in an expedited
manner.

My question is, to all of you, do personnel ceilings act as barriers
to recruitment and retention? How do these ceilings influence agen-
cy recruiting? What recommendations do you have for an employee
and managerial perspective? Let me start with my left. Ms. Kelley.

Ms. KELLEY. Thank you, Mr. Chairman. In my experience, per-
sonnel ceilings are not the impediment to agency hiring. The im-
pediment are resources. It is the bottom line; agency funding dol-
lars. In many agencies, as we speak right now, hiring that they
had planned to do based on last year’s budget is not being done.
It is now being delayed because part of the January pay raise for
Federal employees was not fully funded in their agency budget and
they are having to make up that money somewhere else and it is
coming in the way of delayed hiring that they desperately need.

But in my experience, it is not about the FTE ceilings, it is about
the overall agency budget and even if they were to hire with the
funds that they had, what it leaves is nothing for flexibilities.
When Comptroller General Walker talked about using resources,
making a choice of whether to use them for FTEs or for flexibili-
ties, in my experience, again, that is a difficult, if not an impos-
sible, choice for agencies to make.

For example, in both the IRS and the U.S. Customs Service, they
have had staffing shortages for many years. In Customs, this has
been exacerbated after September 11. We did not have enough in-
spectors on the borders before September 11. Now they are working
12- and 16-hour days 5 and 6 days in a row with no additional
staffing.

So the idea of taking resources that are not even there for ade-
quate staffing and then converting them to flexibilities is one that
I have a hard time putting together in most of the agencies that
I am familiar with.

Senator AKAKA. Mr. Harnage.

Mr. HARNAGE. Yes. The personnel ceilings or FTE ceilings, we
have been told now for 4 or 5 years that they do not manage by
FTEs, but you and I both know that they do and that they have
a ceiling, and very often, that determines the funding. It is sort of
an argument of the chicken or the egg, which one comes first, but
much of the funding is reduced based on the expectations of being
limited in the manpower ceilings and the FTEs. So it is sort of an
argument either way you want to take it.

But, sure, it is a barrier in hiring and I think a lot of that has
to do with the level of approval. When OMB comes out with a man-
power ceiling, whether it be suggested or actually in writing, then
that goes to the agency and then the agency passes that on down
the different lines of management. And so when a manager has a
vacant position, it has to go all the way back up through that line
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before they can get approval to fill it and it appears to be a very
long delay in hiring when really it is the FTE ceiling that is caus-
ing that delay.

Sometime when we have more time, I will give you my Air Force
experience in weight control, which very much resembles the FTE
ceilings. But it is a way of OMB measuring the funding. Therefore,
they are bean counters, and that is what they are doing with the
FTEs. That is the way they are controlling the funding.

Our position is, simply, let the managers be managers. They
have a mission. They should be able to come forward with a plan
that reaches the goal of that mission and whatever number of em-
ployees it takes to be efficient and effective, that is how many you
approve without a magical number being picked out of the air and
that seems to be what this administration as well as the past ad-
ministration has tried to do.

Senator AKAKA. Thank you. Mr. Shaw.

Mr. SHAW. I agree with both Mr. Harnage and Ms. Kelley. An
experience that I saw—in fact, I was thinking about David Walk-
er’s brother-in-law where he was trying to come into government.
It depends on the time of year how fast that process is going to
work. For example, let us assume that Congress delayed the
amount of salaries or did not fully fund the salaries. What they will
do is put off the hiring process. They will not hire until the back
end. Then they really try to hire everybody. Then you have got to
get them trained, and then the next year, depending on how much
Congress gives them, determines whether the agency can keep
them or not.

It is a very difficult process, but in one situation, an individual
was offered a job in February, and the decision was not made until
September because there was a requirement that all the people in
this agency be trained on a particular program and they used all
their money for training so they could not afford to fund the hiring
until the last month of the fiscal year. So that FTE, to which
$30,000 was allocated, was used in the early part of the year to pay
for training and other things and, therefore, they could not fill the
position until the end of the fiscal year because they were counting
on the new funding to pay for it.

So it is a chicken-egg. Everybody wants to know whether an
agency has grown, has got more employees or less employees, so
you have to count them somehow on the one hand. On the other
hand, when you give people specific numbers and there are so
many dollars that goes with each number, you can play with the
dollars to try to meet your needs and, therefore, the hiring process
can really get slowed down in some situations.

Senator AKAKA. Mr. Priolo.

Mr. PrIiOLO. I must agree with everyone else on this panel. I
work at a Navy shipyard. We fix ships. Our motto is we keep them
fit to fight. We send them out to harm’s way. Every year, we do
more work than what we plan on. Things happen when you work
ships as hard as we work them nowadays. Obviously, it is a De-
partment of Defense issue. It is a serious concern and we certainly
cannot solve that here.

But FTEs hard and fast are an impediment because then we
have to decide, do we fix ships or do we hire the personnel we need
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so that we will be able to fix ships 5 years from now when those
people get qualified and the existing folks retire? It is all rolled up
together. It is all one big circular problem that we have got to
break so that we can do our jobs and to get our jobs accomplished.

Ms. Kelley, you mentioned your concerns over the quotas for con-
tracting out that are in the President’s management agenda. How
do the objectives for contracting out prevent the legislative pro-
posals we are considering today from achieving high recruitment
and retention?

Ms. KeELLEY. I think the quotas send a very negative message to
those who are even considering Federal service. They do not pro-
vide any rhyme or reason or any kind of an explanation or expecta-
tion that you would have a position in 3, 4, or 5 years as these
quotas move forward. There is no explanation or criteria within
agencies other than if they are commercial activities, if they are
designated as commercial activities on the FAIR lists.

Other than that, there is no criteria in looking at the agency’s
mission, at the overall budget, at how that fits into the operations
of the agency as a whole, how long they have done those jobs, if
there is a better way to do them, and to provide them with the re-
sources to become more efficient. So I think it flies right in the face
of the language in the legislation that is being discussed today. I
think the quotas just derails it every step of the way because of the
message that they send.

Senator AKAKA. Thank you, Ms. Kelley.

Mr. Priolo, I want to thank you for joining us today all the way
from Hawaii. Your testimony raised a number of questions, not all
of which I will have time to ask. You heard Ms. Kelley and Mr.
Harnage express their opposition to changing the termination noti-
fication time from 30 days to 15 days. Do you believe 15 days is
adequate and would you expand on your statement that a more
comprehensive governmentwide employee performance appraisal
system is needed, including the idea of tutoring an employee who
receives an unacceptable performance rating?

Mr. PrioLO. As for the 15 or 30 days, I do not have a lot of exper-
tise in that area but I certainly think the more time you have, the
better off you are.

We have limited personnel. We have a lot of controls and we
have got to do our best to develop the folks we have. That is my
responsibility as a manager—to mentor the young folks. We have
started an apprenticeship program, thanks to your support, that
provides us hope for the future, because, frankly, without the
young folks coming in, without the apprenticeship program, we
would lose the expertise of the people that are of retirement age
and not be able to feed that back into the up-and-coming workforce.

I actually left a job as a nuclear engineering manager to move
over into curriculum development because I am a firm believer that
if we do not develop our folks, we will die by attrition. So you give
us the ability to bring people in, which you have, and we will go
develop them so we will have the people in place to do the jobs in
the future. Thank you.

Senator AKAKA. Thank you, Mr. Priolo.

You also said that OPM has delegated substantial personnel au-
thority to agencies over the past 5 years, but in many instances,
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line managers do not have this authority. Why do line managers
not have this authority and what can be done to change the cur-
rent situation?

Mr. PrioLo. What I tend to see, again, in my activity, because
that is what I can refer to, is there seems to be a disconnect from
the policies and the processes and the good ideas that come out of
OPM and the folks at my level that have to execute. Somewhere
in between, the train jumps the track and it just does not get down
to us. Maybe it is just a communication problem. Maybe it is folks
not wanting to change. Maybe it is fear of trying to work outside-
the-box and doing something different. I certainly do not have the
answer, but I do definitely have the frustrations. We sometimes
have to make progress in spite of the system, not in accordance
with the system.

Senator AKAKA. Mr. Shaw.

Mr. SHAW. I think one of the things that is absolutely fascinating
to me is the inability to use the performance appraisal system to
remove non-performing Federal employees. In 1978 when they
changed the law, our first perception as a lawyer, and I am in pri-
vate practice and we represent hundreds of Federal employees in
performance cases, was that there was going to be a wholesale
slaughter of Federal employees thrown out because the appeals
and the rights of the employees are so narrow in performance
cases, (not in conduct cases but in performance cases).

The 30 to 15 days is fine. It does not really make any difference
because by the time you get to proposing an adverse action in a
performance case, the employee should have been through a per-
formance improvement period and you should have your ducks in
a row.

The problem with the system is not the difficulty of the system,
it is the HR people in the agency and the lawyers in the agency
saying, “Oh, you cannot do that.” There is a requirement in the
statute for a performance improvement plan. OPM extended the
time for the performance improvement plan. This agency not only
required you to go through that performance improvement plan,
but after you got done with that one, you had to start another one.
They literally had two performance improvement plan periods that
you went into, and then by the time they got finished, everybody
had given up, it had lasted so long and the under-performer re-
mains there.

Let me just sum this up into two points. First, managers have
to be trained in how to use the system. We teach a course, my law
firm does, for the Senior Executives Association on how to use the
performance appraisal system to deal with poorly performing em-
ployees and for every manager that attends that course, it is mind
boggling. They cannot imagine that they have got this authority,
and the reason they cannot use it is because HR people and law-
yers have taken it away from them. And it is not the ones at OPM
or OMB, it is the ones in their agencies, because power is the abil-
ity to say, “No, you cannot do that. We know more than you do.”

And the second thing is that the agencies do it to themselves.
Most of the problems in dealing with under-performers is not the
OPM regulations, it is not OMB, it is not the law, it is not MSPB,
it is the agencies. They have grown a culture on their own that you
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have to do five times more than what the law requires you to do
to handle a poor performer, and it is tragic.

The system that is there now, in fact, if anything, gives too much
authority to a Federal manager and we very much feared that
there would be abuses of that. Instead, what has happened is ev-
erybody says, oh, we do not want to use that system. It is too com-
plicated. We will use this conduct system. Well, the conduct system
can be tough. I mean, you have really got a high burden of proof.
The performance system, you do not have hardly any burden of
proof, substantial evidence, which is negligible.

Go ahead, sir, and make it 15 days. It does not make any dif-
ference. Unless these people are taught how to use the system, it
is never going to work.

Senator AKAKA. Let me ask Mr. Harnage and Ms. Kelley to add
to this discussion, if you wish.

Mr. HARNAGE. Well, I think Mr. Shaw really hit the nail on the
head. It has more to do with the agency culture than anything else
and it is the full employment act for the HR people and the attor-
neys that work for the agencies. They have simply developed a cul-
ture that makes their job more significant, more important, and it
prevents the managers from being able to manage.

I think our biggest problem in performance and in disciplinary
situations is simply that the managers are not adequately trained.
They are not adequately trained on how to handle the situation
and then they are not allowed to handle the situation as they
should and I think we have got to get the HR people out of that
business and allow the managers again to be managers.

One other factor that has played a role into that possibly in the
last few years is a manager is faced with a situation where, if it
is a marginal employee, do I get rid of this individual and totally
do without anybody because I have got an FTE ceiling and I am
going to lose that slot, or do I try to make it do and hopefully this
employee will do better? When you do not have any control over
whether or not you will continue to have that position, managers
will tend to try to hold on as long as they can. At least 20, 30, or
40 percent performance is better than zero. So I think that plays
a very important role in our problem.

Senator AKAKA. Ms. Kelley.

Ms. KELLEY. The issues identified as HR and legal issues, I agree
exist in all agencies, but I have concerns about the discussion con-
cerning under-performers and the performance improvement
period. I would hope that it is very consistently believed that man-
agers have their goal and that their responsibility is to try to turn
around and help an employee who is having performance problems,
not just to jump through the hoops of some stated time frame to
move them out the door.

There surely are employees whose employment will be termi-
nated at the end because they cannot or will not turn around their
performance, cannot improve it. But I believe that managers, most
managers I know, have an interest in trying to figure out how to
turn a marginal employee into a better-than-average and even an
outstanding employee with the right mentoring, with the right in-
formation, with the right support, with the right training, and that
takes training for the managers. Managers need to be trained on



34

how to do that, how to know when and what to provide in order
to help an employee to become better than marginal and also, then,
on how to move forward if, in fact, the process requires that the
employee be terminated.

But I would hope that as much energy goes into this process as
it should, I believe, in the private sector, not just in the govern-
ment, into supporting and trying to turn around performance be-
fore an individual is terminated.

Senator AKAKA. I have more questions, but let me yield to Sen-
ator Voinovich for his questions.

Senator VOINOVICH. I could not help but smile, as I listened to
you. Mr. Priolo, I am so glad you are here, and that is not to take
anything away from our union leaders here and Mr. Shaw. But I
believe in quality management and empowering the people closest
to the problem, and I think your testimony this morning talks
about the practical problems that you encounter in your agency.

Mr. Shaw, I smiled as you were talking about the performance
evaluation process. I will never forget when I became Mayor of the
City of Cleveland, and a lot of my directors were complaining that
they could not get rid of poor performers. So I talked with the head
of the Civil Service Commission and she said, “The problem,
Mayor, is they do not know what they are doing and if they would
use the system, they could get rid of poor performers.” So I went
back to the directors and said, “You are going to go to school to find
out just how the system works,” and they did that and things im-
proved substantially. We were not trying to run people out. If
somebody has a problem, you try to help them deal with it.

But so much of the problem we have is that people are not get-
ting the training that they need, and I was impressed with Kay
James’ testimony about the fact that they are training 500 people.
They have a massive training program underway in the Federal
Government so people understand just what their responsibilities
are and what they can or cannot do.

I look at the problems that are there and it just seems that for
so long, they have been neglected. You are talking about replacing
people. One of the things that this legislation allows is in the shap-
ing of an agency, we are going to allow the managers to give early
separation or early retirement without eliminating the position, so
that they can fill that position. It is something that it took me 3
years to do in the Defense Department. Today, the Defense Depart-
ment has this workforce reshaping authority for 9,000 slots, and
they are starting to use it.

I suspect you think that is a good provision?

Mr. PrIOLO. Absolutely.

Senator VOINOVICH. And then the issue is, how do you fund that?
It took me 2 years to get it through to the appropriators to fund
it, and we were only talking about $82 million over 10 years. But
it is so much easier to buy a F—22 or some——

Mr. PrioLo. Piece of hardware.

Senator VOINOVICH [continuing]. Piece of hardware than it is to
concentrate on the people that you have.

I was just commenting to my staff, we have not had too many
people that have been talking about some of the flexibilities that
we try to provide in this legislation. You are all doing a good job



35

of representing your concerns, but underlying all of this is the need
to have more competitive pay than we have today. And we need to
allocate more resources if we expect to be an operation that can re-
tain people.

Mr. Shaw, 70 percent of the Federal Government’s senior execu-
tives receive the same salary due to pay compression we could
have, by 2005, 70 percent of them retiring. They receive a greater
cost of living adjustment on their annuities than the pay increase
they receive by staying in the Federal Government.

Mr. SHAW. They lose a percent and a half a year off their retire-
ment annuity.

Senator VOINOVICH. So those kinds of things just do not make
sense and we need to address those issues. At the same time, un-
derstanding the pay, understanding the issue of health care—and
I can understand the issue of health care, although I will say to
you that the private sector today is moving toward increased em-
ployee participation than they did before because of the high cost.
In fact, I see that across the country, although I will say this, that
in terms of the Federal contribution to health care benefits, it is
a lot lower than in the private sector and many other agencies. I
know in the State of Ohio, the employee contributes 10 percent,
which is far different than, what is it for Federal employees?

Ms. KELLEY. Twenty-eight percent.

Senator VOINOVICH. Twenty-eight percent. So those are things
that we need to look at.

But that being said, I would really like your opinion on the flexi-
bilities that we have tried to provide in this legislation. Are you
supportive of what we are trying to do with this legislation?

Ms. KELLEY. Other than the specifics that I noted in my testi-
mony, where I would hope there would be more discussion, such as
on the critical pay area, I guess where I always come down on this
issue of flexibility, Senator, is that flexibilities without the re-
sources will not make a difference. I think that unless the agencies
are given the resources and are supported in their use of them, it
is not going to make a difference, and that is my hesitancy in sup-
porting the legislation. I wish it would go further in the area of
Federal pay, addressing pay as one of the largest issues that is af-
fecting recruiting and retention, and then saying, not only do agen-
cies have these flexibilities, but resources will be provided to enable
them to have the staffing they need and to be able to use the flexi-
bilities.

Senator VOINOVICH. I can understand that. I am interested in
the white paper that OPM Director James is going to be coming
out with on compensation.

Mr. Harnage.

Mr. HARNAGE. Well, as I said at the beginning of my testimony,
I really appreciate the changes that you have made to the draft
proposal that eliminated a lot of our objections. Of course, in look-
ing at the draft proposal, there is not a lot in there that we see
that is very favorable for the employees that we represent, but
there is not any harm there either at current, with the exception
of the 15 days. We do not think 15 days shorter in a 6- to 9-month
process makes that much difference, and the problem is not the
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amount of time the employee has, it is the amount of time on the
other side that is required because of the bureaucracy.

Senator VOINOVICH. Do you agree with Mr. Shaw that a lot of the
people who are supposed to be doing this process do not really
know what they are doing?

Mr. HARNAGE. I will agree with that, yes, I do, and I prefer your
bill as opposed to the Managerial Flexibilities Act, because I think
following that act there ought to be a parentheses that says, “as
long as you do it the way I say to do it.” There is not a lot of flexi-
bility there when you look at the controls and the approval up the
line that it takes and I think that is where you are trying to get
to, is to get it more closely down to the worksite where the man-
ager that is doing the job can be better managers, and we saw that
act as really, even though it talks about flexibility, it was still a
lot of checks and balances and controls at the OPM and OMB level
that I do not think that was going to amount to a lot of flexibility.

Training, I think, is the main thing that will make it work, and
one of our concerns is when we talk about management flexibili-
ties, and we certainly believe that the managers ought to be al-
lowed to manage and they ought to be trained, not any disrespect
to the current managers. It is not their fault. The government has
diverted training funds in other directions and people have not
been able to keep up with current practices.

But one of our concerns is when you say flexibilities, we are not
sure what role does the employee or the employee representative
play in these flexibilities——

Senator VOINOVICH. Mr. Chairman, when I got started with this,
the concept was to change the culture of the Federal workforce. I
came to the Senate with that idea. I tried to do that when I was
mayor and then as governor, and changing the culture has a lot to
do with empowering the people who work in the agencies. And that
is what you are raising here—the issue of flexibility.

The hardest problem we had was to get middle managers, who
had come up in a command and control environment, to give up
some of their power and empower the people working for them to
come up with solutions on how they could do a better job. It was
very difficult.

But I ultimately think, regardless of what we do in legislation,
that if we do not have more of that quality management, that em-
powerment, the participation of the people that are actually doing
the work, we are not going to see the improvement that all of us
would like to see in the Federal workforce. And I think it also con-
tributes to an environment where people get excited about the job
that they are doing, and if they are excited about their work, then
they stay there. The word gets out around the country that this is
a great place to come to work.

I have had more people tell me they have come to Federal agen-
cies, and after a couple of years, they leave because they do not re-
ceive any training, it is not exciting, and what they expected did
not occur. We will be hearing from some panelists tomorrow in
terms of that outreach that we are going to need to change the per-
ception of Federal employment. We can do all we want to publicize
the opportunities in the Federal Government, but there are some
fundamental changes that we have to make if we are really going
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to have the kind of environment that is going to attract people and
keep them.

On the issue of eliminating the link between senior executive
compensation to Members of Congress get paid, you would support
eliminating that, would you not, Mr. Shaw?

Mr. SHAW. Yes, sir, we would. If I can go down your list, on the
phased retirement Section 204, SEA supports that. We think that
is a great idea. We think it can help managers transition out and
new managers transition in and still have the benefit of the one
who is retiring to work part-time for a period of time and help
them become accustomed to the job.

On requiring OPM to provide approval or disapproval on the
qualification review boards for SESers, we would prefer 25 work
days, Around holiday time, they get people from all the different
Federal agencies, a number of them to serve on a qualifications re-
view board that an SESer’s qualifications have to go before and be
approved, so that could be a little problem. But the 30 days is not
a problem, but 25 work days would be a little bit better.

On the recertification elimination, recertification of the SES sys-
tem, we support that. We think that it has not added any value
to the current performance appraisal.

Your proposal on training, we think is excellent. It opens up a
lot of opportunities for a lot of people.

And on the annual leave provision, if the agencies say they have
trouble bringing people in from outside because they do not have
any leave when they come in, we do not have any objection to it.
We support it for managers, and if it works for managers, it may
work for some employees in specific situations. But it is good au-
thority and flexibility for agencies to have.

Just one more thing. I want to reassure Ms. Kelley and you that
when we handle performance, under-performer cases, the only way
that we can be successful in keeping a non-performer from being
removed from their position is work with them during the perform-
ance improvement period to bring them up to the standards re-
quired by the agency. We have been very successful in doing that.
We supplement what training they have. We actually sit down with
them and go over the papers they are preparing and that kind of
stuff, so long as it is not classified, obviously, and we assist them
and are firm and that is how we win cases in our law firm on non-
performers is we help make them performers, and that, in most
cases, is the answer.

Sometimes people just cannot do the job, and that happens and
they have to be removed. But we work first to make sure we help
them meet the requirements of the job and then the whole thing
goes away.

Senator VOINOVICH. That is interesting, because many people
wring their hands and say, well, you cannot get rid of a poor per-
former. But the fact of the matter is that you can if you know what
you are doing and that person is truly a poor performer.

Mr. SHAW. Right.

Eenator VOINOVICH. There are a lot of stereotypes out there
today.

So, again, the provision of eliminating the link between senior
executive pay with the pay of Congress would——
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Mr. SHAW. What we are proposing, and what both Senator War-
ner and Congressman Davis’s bill would do—as you know, there
are five levels of the executive schedule and Members of Congress
are tied to level two. What we are proposing is that SES base pay
be raised from the current cap, which is level four, to level three
and that they be able to earn their locality pay on top of that. So,
in effect, depending upon the locality that the employee is in, some
of them could wind up making more than Members of Congress,
but there is still a level between them on their base pay and their
other, but that is going to depend on the locality they are in. In
Los Angeles and Houston, what locality pays the highest, they
could be making a little more than a Member of Congress.

But we are not committed to ritual suicide of trying to break the
tie between Members of Congress and career executives
because——

Senator VOINOVICH. But overall, from a good personnel point of
view, de-linking salaries to artificial barriers is a

Mr. SHAW. We support that.

Senator VOINOVICH. It is a good public policy.

Mr. SHAW. It is a good public policy, and it is one that, in fact,
has happened in many agencies already. At the Senior Biomedical
Research Service, a number of programs over at HHS, the SESers
there make more. The law enforcement community, the FAA, SEC,
a whole bunch of agencies have broken loose from the pay cap
through necessity. They cannot keep the people that they need and
they cannot get the people that they have to have, and that is
going to be governmentwide soon.

Senator VOINOVICH. Are you familiar at all with the IRS and the
program that they put in place several years ago to bring in out-
side people who had special expertise that they needed in order to
get the job done?

Mr. SHAW. Yes, sir.

Senator VOINOVICH. This legislation allows that kind of flexibility
in other agencies. There has been a lot of controversy about wheth-
er that works or does not work, and it is not intended to respond
to the issue of pay compression that senior executives experience,
but the fact is that there are certain agencies that do need to bring
in people on a short-term basis for mission-critical tasks. I would
be interested in your appraisal of that.

Mr. SHAW. SEA has—it is probably one of the most debated
issues within our board of directors, which are SESers from all dif-
ferent agencies. But we think a limited critical pay program could
be useful in some agencies. We are absolutely opposed to it if it
would result in bringing in people from the private sector and used
to relieve pay compression for a selected few and for the pay com-
pression problem that we have not addressed first. So if our pay
compression problem was dealt with, even though it would not be
a corgplete solution, then we would be supportive with certain safe-
guards.

One of the things, though, is that we should be able to allow ca-
reer executives to compete for those positions because they may be
available in other agencies.

Senator VOINOVICH. Are they not allowed right now?

Mr. SHAW. No.
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Senator VOINOVICH. They are not?

Mr. SHAW. No. They have to come from outside government now.
They are term appointments for 4-year terms. Career executives
should be allowed to go into those positions. They would have a 4-
year term and they would have to come out of the positions. We
would want career SES employees to be able to go back into the
SES if that is where they had come from.

Senator VOINOVICH. By the way, we got into that when I was
governor. We had people who wanted to move up, but when they
moved from a covered position into one that was not covered, they
could not move back later. So some of them were not willing to
m}(;vce1 because they said, “Well, at the end of that time, I am fin-
ished.”

Mr. SHAW. In the current SES system, if they do that, if they go
into a political appointment, they have fallback rights to the SES.
It is not unusual at all for people who have been given Presidential
appointments or non-career appointments in one administration at
the end of that administration to fall back into the SES as a career
employee, if that is where they came from. But it has to be where
they came from.

The other thing, though, is we think that use of critical pay
should be justified on the basis that the skill that they are seeking
or the experience that they are seeking does not exist in the agency
or in the government. It should be confined to specific skill sets, for
example, in the IT community, that we do not have in the govern-
ment because of the rapid progression of change, and that may
exist on the outside.

But the use of it to bring someone in to handle public relations
or something else like that is problematic, first, and second, when
we look at the problems in the government, most of the critical
issues, even in the IT community, it is not like these career execu-
tives have only been talking to themselves. They have hired and
paid for some of the best consultants in the whole world who sold
them a bill of goods on what they needed to do to get this IT sys-
tem to work. Maybe they would have been better, having more
knowledge, knowing that they are being sold a bill of goods, but
they certainly are not lacking in the ability to have people come in
and give them advice on particular challenges that they face.

Senator VOINOVICH. We have an example of that in the IRS. You
think, overall, they have used it for the intended purpose, or do you
think that they abused it? How would you rate that on a scale of
one to ten?

Mr. SHAW. The only basis I have got for that is the——

Senator VOINOVICH. One being the best.

Mr. SHAW [continuing]. One study that was done by Tax Notes,
I think they call it, and discussions with two or three executives
at IRS that are very knowledgeable about it. There have been a
number of pluses. There have been a number of failures, some peo-
ple who left very quickly.

Senator VOINOVICH. Well, the point is that when they bring them
in, they get a 4-year contract but it is not a guaranteed contract.
And if they do not meet the muster or have some bad interpersonal
skills, they have asked them to leave, I think.

Mr. SHAW. Right.



40

Senator VOINOVICH. So the fact that they leave maybe is not a
bad thing, but maybe it shows that the system works. What would
worry me is that you have people sitting there for 4 years that real-
ly are not getting the job done and are really causing problems
with the team.

Mr. SHAW. That is why